| NI TI AL STATEMENT OF REASONS

2842. Approved Borrower Disclosure Statenent For Nontraditional

Mort gage Products.

PUBLI C PROBLEM ADM NI STRATI VE REQUI REMENT, OR OTHER
CONDI TI ON OR Cl RCUMSTANCE THAT THE REGULATION IS | NTENDED TO
ADDRESS

Section 2840 of the Regul ations was originally adopted
and subsequently amended to provide fornms that woul d neet
the requirenments of Sections 10236.4, 10240, 10240.2, and
10241 to assist real estate brokers in presenting the
required information in a format that was easy to foll ow and
understand by the prospective borrower. Conditions in the
homebuyi ng mar ket have changed rapidly. Conventional | oan
rates and home val ues have resulted in a reduction in the
nunber of persons qualified to purchase a home. This, in
turn, has spawned a variety of "nontraditional nortgage
products” offered to borrowers with terns and conditions
whi ch have all owed nore potential borrowers to “qualify” for
| oans but wi thout giving the borrowers sufficient
i nformati on about the repaynent structure to make an
i nfornmed decision regarding their ability to neet the
paynent obligation as the | oan matures. On January 31, 2007,
the California Senate Banking Commttee held a hearing on
nontraditional nortgage products and the application to
State nortgage regulators of the Interagency CGui dance on
Nont radi ti onal Mortgage Products Ri sks (Guidance). The
Federal Guidance was jointly promul gated by the Ofice of
the Conptroller of the Currency (Treasury Departnent), Board
of Governors of the Federal Reserve System Federal Deposit
| nsurance Corporation, Ofice of Thrift Supervision
(Treasury Departnent), and the National Credit Union
Adm ni stration, to provide instruction to federally
regul ated entities on how to address the inherent risks to
i ndustry and consuners associated with the origination and
fundi ng of nontraditional nortgage products. The Conference
of State Bank Supervisors and the American Association of
Resi dential Mrtgage Regul ators pronulgated a simlar
Gui dance requesting that State regul ators of nortgage
| enders and brokers adopt the Guidance to maxim ze consuner
protections when using high risk | oan products. Primarily
because of the increased nunber of |oan defaults related to
nontraditional nortgage products and the public attention
attributable to them the Senate Banking Conmttee at the
January 31 hearing asked the Departnment which areas of the
Qui dance were applicable to the Departnent’s |icensed
nor t gage brokers and whet her the Departnent had the
enforcement authority to enforce the applicable portions of
t he Gui dance. The Conmittee was advised that the Consuner



Protection portion of the Guidance is applicable to nortgage
brokers and existing |law would all ow for enforcenent;
however, clarifying regul ati ons woul d be needed to instruct

I i censees how to conply. The changes proposed in Regul ation
Section 2842 are designed to acconplish that goal by

i npl ementing, interpreting and/or making specific the
applicable I aws and regul ati ons cited herei nabove.

SPECI FI C PURPCSE OF THE REGULATI ON

The purpose of this proposed change is to adopt a
regul ation to assist real estate brokers involved in
“nontradi tional nortgage products” to neet the disclosure
requirenents to borrowers pursuant to Sections 10240 and
10241 of the Code.

NECESSI TY

The amendnent is necessary to assist real estate
brokers in neeting the disclosure requirenents to borrowers
pursuant to Sections 10240 and 10241 of the Code.

TECHNI CAL, THECRETI CAL, AND/ OR EMPI RI CAL STUDY, REPORTS, OR
DOCUMENTS

The Conmm ssioner did not rely upon any technical,
theoretical, or enpirical studies, reports or docunents in
proposi ng the adoption of this regul ation.

ALTERNATI VES TO THE PROPOSED REGULATCORY ACTI ON THAT WOULD BE
AS EFFECTI VE AND LESS BURDENSOVE TO PRI VATE PERSONS

The Conm ssioner finds that no alternatives he has
consi dered woul d be nore effective in carrying out the
pur pose of the proposed regul ati on change or would be as
effective and | ess burdensone to affected private persons
t han the proposed regul ati on change.

ALTERNATI VES TO THE PROPOSED REGULATORY ACTI ON THAT WOULD
LESSEN ANY ADVERSE ECONOM C | MPACT ON BUSI NESSES

The Conm ssioner has determ ned that there are
i nconsequential additional costs associated with this
action. Therefore, the proposed regul ati on change woul d not
have an adverse econom c inpact on |icensees and no
alternatives to these changes were identified that would
| essen the inpact upon busi nesses.

2848. Advertising Criteria.
PUBLI C PROBLEM ADM NI STRATI VE REQUI REMENT, OR OTHER

CONDI TI ON OR Cl RCUMSTANCE THAT THE REGULATION IS | NTENDED TO
ADDRESS



Sections 10232.1 and 10235 of the Business and
Pr of essi ons Code provide the statutory basis for the
Departnment’ s obligation to assure that the advertising of
real estate brokers who solicit borrowers or |enders for or
negoti ate | oans or collect paynents or perform services for
borrowers or | enders or note owners in connection wth | oans
secured directly or collaterally by liens on real property
or on a business opportunity, are not doing so in a fal se,
m sl eadi ng or deceptive manner. Regul ati on Section 2848,
Title 10, California Code of Regul ations was pronulgated in
1965 to inplenent, interpret, and make specific the
provi sions of Sections 10232.1 and 10235. As a result of the
changi ng conditions of the real estate market, the need to
protect consunmers and the concerns as raised at the January
31, 2007 Senate hearings, discussed i medi ately above, the
Departnment is proposing to anmend Section 2848 of the
regul ations to require additional disclosures in advertising
by |icensees regarding various “higher risk” |oan products
to assure that the advertising is not m sleading or
deceptive. The changes proposed in Regul ation Section 2848
are intended to inplenent, interpret or make specific
Sections 10232.1 and 10235 of the Business and Prof essions
Code.

SPECI FI C PURPCSE OF THE REGULATI ON

The purpose of this proposed change is to anend the
regulation to require licensees to provide detail ed
information in advertising distributed to borrowers
solicited for “high risk” |loan products to assure such
advertising is not m sleading or deceptive.

NECESSI TY

The amendnent is necessary to assist real estate
brokers in nmeeting the requirenments of Sections 10232.1 and
10235 of the Code to assure that advertising is not
m sl eadi ng or deceptive.

TECHNI CAL, THEORETI CAL, AND/ OR EMPI RI CAL STUDY, REPORTS, OR
DOCUMENTS

The Conmm ssioner did not rely upon any technical,
theoretical, or enpirical studies, reports or docunents in
proposi ng the adoption of this regulation.

ALTERNATI VES TO THE PROPOSED REGULATCORY ACTI ON THAT WOULD BE
AS EFFECTI VE AND LESS BURDENSOVE TO PRI VATE PERSONS

The Conm ssioner finds that no alternatives he has
consi dered woul d be nore effective in carrying out the
pur pose of the proposed regul ati on change or would be as
effective and | ess burdensone to affected private persons
t han the proposed regul ati on change.



ALTERNATI VES TO THE PROPOSED REGULATORY ACTI ON THAT WOULD
LESSEN ANY ADVERSE ECONOM C | MPACT ON BUSI NESSES

The Conmm ssioner has determ ned that there are no
additional costs associated with this action. Therefore, the
proposed regul ati on change woul d not have an adverse
econom ¢ inpact on licensees and no alternatives to these
changes were identified that would | essen the inpact upon
busi nesses.



	2842. Approved Borrower Disclosure Statement For Nontraditional Mortgage Products. 

